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Summary
Interviewswereconductedwithcattle interviewswith personsassociatedwith
feeders,beefpackers,andothersinvolvedin selectedcattlefeeding,beefpacking,and
thebeefindustryto discerntheirconcerns relatedindustryfirms and organizations.
aboutfed-cattlepricediscovery.Threeissues Theseinterviewswereconducteduring
predominated.Firstwastheneedtobetter October1996throughFebruary1997.They
identifybeefquality,ideallyby objective includeddiscussionswithfiveof thelargest
means.Qualityoften,butnotalways,re- beefpackingfirmsandeightofthe25largest
ferredtotendernessandthe“eatingexperi- cattlefeedingoperations(locatedprimarilyin
ence”of consumers.Secondwastheneed themidwestandplainsregions),aswellas
for greaterpricingaccuracy,signalinga numerousothersintheindustry.
desire for lessaveragepricingandmore
value-basedpricing.Theneedforimproved
marketinformationwasthethirdissueidenti-
fied. Manydifferenceswereidentifiedamong
(KeyWords:FedCattlePrice,PriceDiscov- viewsaswellasbetweenpackersandfeeders.
ery.) Some packersandfeedersthoughtprice
Introduction
Pricediscoveryis theprocessof buyers  
andsellersarrivingat transactionprices. (1) Moreaccurate,lesssubjectivemea-
Severalfactors,includingissuesrelatedto surementsofbeefqualityareneeded.Partic-
value-basedmarketing,marketinformation, ipantsgenerallyagreedthathirdpartyqual-
and pricingmethods,havecausedprice itygradingwasessential.However,larger
discoveryconcernsforcattleproducersand packersfeltthatheycouldquicklyadjusto
others.Thisresearchwasinitiatedtoexam- eliminationoffederalqualitygrading.There
inepricediscoveryissuesinthebeefindustry. wasconsensusthatmechanized,objective,
ExperimentalProcedures
Mostof ourinformationfor thisstudy
camefromaseriesofpersonalandtelephone
ResultsandDiscussion
packersandamongfeedersduringourinter-
discoverywasnotreallyaproblemorissue.
Others thoughti wasamajorproblem.Six
pricediscoveryissuesurfacedfrequently.
quality gradingwouldbepreferableto the
current,subjective,quality-gradingsystem.
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Severalcattlefeedersandpackersindi- moreprevalentthanbuyingon gradeand
catedthata largemarketexistsfor lower- yield. Packersfelt fewercattlewouldbe
quality,cheaper,beefproducts.Theissueis tradedonalivebasis(i.e.,onaverages)over
thatheselowerqualitybeefproductsneedto time,butitwouldbeslowtohappenbecause
beaccuratelyidentifiedandtargetedto the ofsomecattlefeeders’resistancetochange.
appropriatemarkets.Concurrently,animals
producingtheselowerqualitycutsshould (3) Inadequatemarketinformation
receivelowerprices. inhibitsefficientpricediscovery.Almost
Many alsovoicedconsiderableconcern beefpackers,andevenretailersindicateda
regardingpredictabilityof redmeatyields. need forincreasedandmorereliablemarket
Yieldsof boxedbeeffromthesamequality information.An issuenotaddressedwasthe
andyieldgradeof carcassesvaryconsider- willingnesstopayformoreorbetterinforma-
ably,andcurrenttechnologydoesnotaccu- tion.Differentindividualsandfirmsstressed
rately estimatethatyield. Technological differentneeds.
developments,suchasvideoimaging,seem  
toholdconsiderablepromiseinthisregardin Cattlefeedersfeltthatmoreinformation
thenearfuture.Adoptionof improvedtech- was neededon short-run,week-to-week,
nologyinthisareawouldmakeitpossibleto supplyanddemandconditions.Inparticular,
rewardhighyieldingcarcassesandpenalize theywantedmoreinformationregardingthe
lowyieldingcarcasses. volumeof formula ndcontractcattlebeing
(2) Pricepremiumsanddiscountsfor pantsacrossdifferentsectorsindicatedaneed
fedcattledo notadequatelyreflectcattle forbetterpricereportingfor wholesaleboxed
value. Cattlefeederswithsmalloperations beefproducts.Theyfeltcurentpricereports
locatedinareaswithaccesstohighquality, didnotrepresentboxedbeeftrades,primarily
moreuniformcattlehadstrongsentiments because of the low volumeof trades
regardingthisissue.Theyfeltthatforprices reported,especiallyforclose-trimmedprod-
to reflectvaluedifferences,cattlemustbe ucts.Recommendationsi cludedusingless-
marketedon a gradeandyield,dressed- than-truckloadpricestoincreasethevolume
weightbasis.However,largecustomcattle of tradereportedandgreatereffortstocap-
feederstendto be lessconcernedabout ture moreof thetotalboxedbeeftradein
sellingcattleonaverages.Largeoperations pricereports.
thatfeedlargenumbersof theirowncattle
variedintheiropiniononthisissue,depend- Inadequateretailpricereportingwas
ingupontheirmanagementstrategy.Cattle identifiedasaproblemareabyseveralindi-
feedersstrivingto be low-costoperators viduals. Concernsincludedtheneedfor
weremorewillingtosellcattleonaverages volume-weightedr tailpricestoreflectactual
thanthoseatemptingtotargetheircattleto traderatherthanjustpublishedprices,anda
specificmarkets. desirethatretailspecialsbebettereflectedin
Mostbeefpackersinterviewedfeltthat pricereports.Improvedknowledgeofretail
buyingcattleonaverageswasdetrimentalto prices wouldprovidea betterindicationof
theindustry.All packersindicatedawilling- beefdemand.
nesstobuycattlebasedonquality.Buying (4) Risksof livecattlefuturesbasisis
cattlebasedondressedweightseemedtobe excessive.Somecattlefeedersfeltthatthe
everycattlefeederinterviewed,manyof the
deliveredtopackers.Manyindustrypartici-
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risk of thelivecattlefuturesmarketbasis ent perspectives.Feedersmarketingvia
(basis is cashpriceminusfuturesmarket formulasindicatedthatformulapricingtaught
price)hasbecomexcessive,sincecontract themtheadvantagesofsortingcattle,includ-
specificationchangeswereimplementedwith ingsortingseveraltimespriortomarketing.
the June 1995contract.They indicated They indicatedthatformulapricesbetter
problemswiththedeliveryprocessfor the reflecttruevalueandeliminatepricingon
livecattlecontract,especiallyforcattlethat averages.In addition,theyfeltthatpricing
donotmeetcontractspecifications.These fedcattleonformulashelpedthemimprove
participantsadvocatedcashsettlementof live theirpurchasingstrategiesforfeedercattle.
cattlefutures. Someparticipantsin formulasvoicedcon-
Concernsregardinglive cattlefutures onformula,andtheformulapriceisbasedon
tendedtoberegional.Cattlefeedersin the livecattlecashtrade,thenpoorqualitycattle
northernstatesgenerallywerelessconcerned will establishthebasepriceforhighquality
aboutbasisriskthancattlefeederslocatedin cattle.
TexasandKansas.Thismaybepartlydueto
differencesin qualitydistributionsof cattle (6) Groupmarketingof fedcattlemay
fedinnorthernversusouthernstates.Sev- offersolutionstosomepricediscoveryprob-
eralindividualsindicatedthatcattlefedinthe lems.Smallercattlefeeders,especiallythose
northmayfitqualityspecificationsof futures not locatedinstrategiclocationsrelativeto
contractmoreclosely. severalcompetingpackingplants,feltthat
(5) Formulapricing arrangements of theproblemsassociatedwithfed-cattle
adverselyaffectcashfed cattlemarkets. price discovery.Someperceivedthatone
Cattlefeederswho do not participatein potentialbenefitof jointmarketingwasto
formulamarketingagreementshadstrong countervailthemarketpowerof largepack-
sentimentsagainstsuchagreements.This ers.Generally,largefeedingoperationshad
wastrueregardlessof sizeof thefeedlot lessenthusiasmforgroupmarketing.Many
operation.Theyvoicedconsiderableconcern felt thatgroupmarketingeffortswouldfail,
thatexistenceof formulapricingarrange- becausenothingwouldbindparticipantso
mentsmadeit difficultfor themto discern thegroupandbenefitsmightnotbeaslarge
fed-cattlesupplyanddemandonaweek-to- assomeorganizersperceive.
weekbasis.As aresult,thiscontributedto
panicsellingof fedcattleby feederswho Packerstendedtobelessexcitedabout
havelimitedaccesstothisinformation.Some group marketingefforts.Theynotedthat
ofthesefeedersexpressedaneedforweekly groupmarketingwouldnotsolveproblems
informationregardinghowmanycattle ach associatedwithpricingonaverages.They
packingplanthadscheduledfor delivery voicedconcernthatcattleproducersneedto
underformula.Somefeedersindicatedthat be cautiousaboutgettingtiedintogroup
whenformuladeliverieswereathighlevels, marketingeffortsthatpromisebigreturnsby
certainpackersdidnotbidforcattlein the brandingbeefproductsandowningthemal
cashmarket,andtheyfeltthathisdepressed thewaytoretail.Theycautionedthatcon-
liveprices. siderablecapital,infrastructure,andmarket-
Cattle feedersinvolvedin formulamar- ingexpertisewill beneededtodevelopand
ketingagreementsgenerallyhadmuchdiffer- sustainthiskindofeffort.
cernsthatif onlybetterqualitycattlearesold
group marketingeffortscouldreducesome
